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1 SUMMARY’

The euro area economy remains on a growth
trajectory, with hard indicators suggesting that
activity accelerated in the last quarter of 2016.
Industrial production growth was relatively
strong, and retail sales also increased. The labour
market is picking up and inflation is accelerating,
albeit owing mainly to energy prices. Leading in-
dicators are even pointing to a further increase
in GDP growth at the beginning of 2017.

The recovery in the wider euro area has also
been reflected in the performance of the Slovak
economy. Improvements in industrial produc-
tion, sales and exports indicated the continu-
ation of economic growth in late 2016, which
consequently benefited the domestic labour
market. Annual employment growth did not
ease even towards the year-end, remaining sta-
ble at 2.7%, with the services sector? making the
largest contribution. The unemployment rate
continued to fall in December 2016 (down to
8.76%). According to labour office records, the
number of job seekers decreased more in 2016
(by 58,000) than in any previous year in the
post-crisis period. The impact of that decline is
accentuated by historically high employment
levels that Slovakia is now recording. The labour
market recovery may therefore be expected
to support demand-pull inflation in the years

CHAPTER 1

ahead. Wage growth returned to previous high-
er levels, driven up by wages in the business ac-
tivities sector. Average wage growth at the end
of 2016 would have been higher, but for slower
wage growth in the IT and construction sectors,
caused by the base effect of the absorption of
EU funds a year earlier.

The annual inflation rate was positive in Decem-
ber (0.2%) for the first month in almost three
years. Inflation was boosted by the current in-
crease in energy commodity prices and their
pass-through to automotive fuel prices. Further-
more, food prices made a less negative contri-
bution to the headline rate. Since demand-pull
inflation had still not picked up significantly,
prices of non-energy industrial goods and of
services were lower than expected. This year,
however, in addition to rising food prices, there
may be demand pressures resulting from wage
growth. Regulated energy prices represent a risk
to the inflation outlook for this year, since data
on the impact of new prices decisions on con-
sumer prices was not available by the cut-off
date for this Bulletin.

All the latest figures have been included in the
update of the December 2016 Medium-Term
Forecast (MTF-2016Q4U).

1 All month-on-month and quar-
ter-on-quarter changes mentioned
in the text have been seasonally ad-
justed using NBS internal models.

2 Fordetails, see Chart 9.
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2 THE REAL ECONOMY

2.1 ‘HARD’INDICATORS OF ECONOMIC

ACTIVITY

Economic activity indicators were favourable in
November 2016 and further helped make up for
the weaker results of the previous quarter’. The
index averages of industrial production, sales,
and exports were higher for October and No-
vember than for the third quarter, by 4.6%, 1.6%
and 4.8% respectively. This growth was largely
driven by the transport equipment manufac-
turing sector, which in the previous quarter had
been notably more subdued.

Industrial production growth was supported by
the metal processing industry, which performed
particularly strongly in November. Industrial
production for the fourth quarter as a whole is
expected to have increased, quarter on quarter,
and therefore should contribute positively to
overall GDP growth for the period. Furthermore,
sentiment in industry picked up markedly in
December 2016, based largely on expectations
for the months ahead. This suggests that the
upward trend in industry may continue in early
2017.

Chart 1 Sales, industrial production and
exports (three-month-on-three-month

percentage changes in the three-month
moving average; constant prices)

54

2013 2014 2015 2016

== Sales in the economy
Industrial production
=== Goods exports

Sources: SO SR and NBS calculations.

Chart 2 Automotive industry indicators
(three-month-on-three-month percentage

changes in the three-month moving average;
constant prices)

2013 2014 2015 2016

== Carmakers' sales
Carmakers' production
=== Carmakers' exports

Sources: SO SR and NBS calculations.

Manufacturing industries accounted for most of
overall sales growth, with wholesale trade and re-
tail trade also making positive contributions. The
pre-Christmas period was probably already a fac-
torin November's sales, given the sharprise in sales
turnover of IT products, and it also affected the
composition of exports. There was an acceleration
in electronics exports from Slovakia, which supply
a considerable part of the European market.

2.2 ‘SOFT'LEADING INDICATORS

The European Commission’s Economic Senti-
ment Indicator (ES|) for the euro area increased
appreciably in December, as did the ESI for Ger-
many. In Germany, the Ifo Business Climate In-
dex was lower in January than in December, but
the ZEW economic sentiment index increased in
January. The Purchasing Managers’ Index (PMI)
for the euro area was broadly unchanged in Janu-
ary, while the PMI for Germany fell marginally but
remains at a high level. Leading indicators for the
euro area and Germany are sending favourable
signals, implying that economic growth will re-
main solid at the beginning of 2017.

CHAPTER 2

3 The decline from October to No-
vember in three-month-on-three-
month terms (as shown in Charts
1.and 2) is simply a technical result
of the shift in the comparison basis.
The three-month-on-three-month
growth rates peaked for the period
to end-October, as they were still
affected by the impact of weak re-
sults in July (due to factory holiday
shutdowns). In November, however,
the figures were closer to reality,
and continued to show favourable
growth.
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CHAPTER 2

Chart 3 GDP growth estimate for the euro Chart 5 Economic sentiment indicators for

areain Q4 2016, Q12017 and Q2 2017
(quarter-on-quarter percentage changes)

Germany
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Chart 4 GDP growth estimate for Germany Chart 6 Germany - Ifo index (2005 = 100)

in Q4 2016, Q1 2017 and Q2 2017 and annual GDP growth
(quarter-on-quarter percentage changes)
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Note: The highlighted area denotes developments since the
previous Monthly Bulletin.
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3 THE LABOUR MARKET

Employment across the sectors under review
increased in November by 2.7% year on year
(and 0.3% month on month), thus maintaining
its relatively strong growth trend of the second
half of the year. The services sector accounted
for most of the employment growth thanks to
its quite broad range of expanding segments.
Its job growth was related to increasing pur-
chasing power, as well as to the expansion of
multinational firms’ branch activities in Slovakia,
a growing business sector and, to a lesser extent,
increased tourism. The principal industrial sec-
tors also continued to record stable job growth.
In construction, however, despite an improve-
ment in sentiment, the failure to make up for the
drop in EU-funded investment is having an im-
pact on employment in the sector.

Employment growth is being mirrored by
a downward trend in the number of regis-

Chart 7 Employment - sectoral contribu-
tions to three-month-on-three-month

percentage changes in the three-month
moving average (percentage points)

0.8
0.6

]
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0.2

0.0 1

-0.2-
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Services
W Trade

B Industry
Construction

Sources: SO SR and NBS calculations.

Note: The contribution of employment in trade and services does
not include the impact of a methodological change in January
2016.

tered unemployed, which in December fell by
around 4,800 month on month*. The number of
unemployed fell throughout the fourth quarter
and also over the whole year. The drop in the to-
tal number of registered unemployed between
December 2015 and December 2016 was 58,000,
which is similar to the decreases observed in the
pre-crisis years (2005 to 2007) and the highest
recorded since the crisis. Substantial job crea-
tion and a contracting working-age population
are continuing to put downward pressure on the
number of unemployed and the unemployment
rate.

The latest monthly indicators for the labour mar-
ket suggest that the favourable employment
trend will continue in the fourth quarter. These
figures have been incorporated into the short-
term employment projections given in the update
of NBS's December 2016 forecast (MTF-2016Q4U).

Chart 8 Indicator contributions to the
nowcast for quarter-on-quarter employment
growth (percentage points)

2014 2015 2016

Trend
m  Foreign indicators
m  Public sector
Domestic indicators
== Employment in the economy (quarter on quarter)
== Employment growth nowcast (quarter on quarter)

Sources: SO SR, UPSVR and NBS calculations.

Note: The public sector comprising public administration,
education and human health as defined in the SK NACE
statistical classification of economic activities.

CHAPTER 3

4 In seasonally-unadjusted terms,
the registered unemployment rate
decreased month on month by
0.02 percentage point, to 8.76%,
and the unemployment rate based
on the total number of job seekers
fell by 0.08 percentage point, to
10.16%.
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Chart 9 Employment growth in services

subsectors (annual percentage changes;

Chart 11 Number of unemployed
(thousands of persons)

percentage point contributions)

—
.

Q42016
B Arts, entertainment and recreation IT and communication
Services to buildings and Other market services
landscape activities = Hotels and restaurants
Administrative activities m Transportation and storage

B Advertising and market research ¢ Services in total (%)
B Activities of head offices; management consultancy activities
Legal and accounting activities

Sources: SO SR and NBS calculations.
Note: Average data for October and November 2016.

Chart 10 Unemployment (percentages;

thousands of persons)

(thousands of persons) (%)
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Sources: UPSVR and NBS calculations.
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== Total number of unemployed (UPSVR)

== Analytical time series of unemployment
Number of unemployed - three-monthly data from
the Labour Force Survey (right-hand scale)

Sources: SO SR, UPSVR and NBS calculations.

Note: The Labour Force Survey unemployment figure for Q4 2016
is the MTF-2016Q4U projection. The analytical time series of
unemployment is based on UPSVR figures and i defined in the
MTF-2013Q3 forecast.

Annual wage growth was higher in November
(4.1%) than in October (2.3%). Wage growth
was particularly strong in the business activities
sector, at almost 7%. The competition for labour
that is being seen between retail chains may in
time appear to some extent in other sectors, too.
Wage growth also accelerated in industry. In ser-
vices, on the other hand, wage growth slowed,
due partly to a year-on-year decline in activi-
ty in the IT sector (related to the fading impact
of EU-funded investments). Another cause of
the slowdown may be the composition effect
in other market service sectors (an increase in
new hires causing a slight drop in the average
wage). Further dampening wage growth in ser-
vices was the situation in the real estate activities
sector, where wage growth slowed in November
owing to the base effect of a significant one-off
increase in wages a year earlier. Therefore some
of the slowdown in wage growth in services may
be only temporary.

CHAPTER 3
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It may be assumed that the continuing economic
growth and related impetus to attract and keep
staff will continue to support wage growth. In
December, wage growth may be further buoyed
by efforts to bring forward a proportion of wage
payments from January, in response to the fact
that social contributions payable for higher earn-
ers are to be increased from 2017.

Chart 12 Wage growth by sector (year-on-

year percentage changes in the three-month

CHAPTER 3

But even though wage growth may acceler-
ate in December (due also to one-off factors)
and teachers’ salaries have been increased, the
weaker wage figures in October are expected to
ensure that wage growth for the fourth quarter
is close to the 4% level projected in the MTF-
2016Q4U forecast.

Chart 13 Wage trends in the economy
(annual percentage changes)

moving average)
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= |ndustry
== Trade
Sectors in total

Sources: SO SR and NBS calculations.

2016

Construction
Services

== Average wage for selected sectors
== Average wage for economy as a whole
4 NBS forecast (MTF-2016Q4U)

Sources: SO SR and NBS calculations.

Note: The MTF-2016Q4U projection for the fourth quarter is the
average wage for the economy as a whole. The average wage for
selected sectors in the fourth quarter is the average for October
and November 2016.
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4 PRICES

As expected, annual HICP inflation in Slovakia
turned positive in December for the first time in
35 months. The headline rate increased to 0.2%,
from -0.2% in November. The month-on-month
inflation rate was 0.1%, reflecting increases in
prices of automotive fuel and services.

Price trends in December remained in line with
projections, with the annual headline rate turn-

Chart 14 Annual HICP inflation and contri-
butions of components (annual percentage
changes; percentage point contributions)

MTF-2016Q4U forecast

=il
2015 2016 2017

Administered prices excluding energy Automotive fuel
m Industrial goods excluding energy m Food
and administered prices «== HICP - actual data (%)
| Services excluding administered prices == MTF-2016Q4U forecast (%)

= Energy excluding automotive fuel

Sources: SO SR and NBS calculations.

ing positive after almost three years in negative
territory. The increase in inflation was supported
by food prices, whose year-on-year rate of de-
cline moderated, as projected, owing to a base
effect from the previous year.

Automotive fuel prices accelerated in response
to increases in prices of crude oil and oil deriva-
tives towards the end of the year. On the basis of

Chart 15 HICP inflation (percentage changes)

CHAPTER 4

2016

T4
J

]
a g~d
P

2017

MTF-2016Q4U forecast
ﬁ

r 1.00

e (.75

- 0.50

- 0.25

-0.25

--0.50

--0.75

--1.00

B Month-on-month changes - unadjusted (right-hand scale)
== Year-on-year changes - unadjusted
== Nowcast for year-on-year changes - unadjusted
4 Month-on-month changes - seasonally adjusted (right-hand scale)

Sources: SO SR and NBS calculations.

Table 1 HICP components - comparison of projected and actual rates of change (annual

percentage changes; percentage point contributions)
Net
Non-energy inflation
industrial | Energy | Food [ Services| HICP .
oods excluding
g fuel
2 November 2016 - actual figure 0.1 -2.5 -1.6 1.6 -0.2 0.8
g A December 2016 - forecast 0.5 -1.9 -0.7 1.7 0.2 1.1
§ B December 2016 - actual figure 0.1 Sl -0.6 1.7 0.2 0.8
g - actual fi i
> BA December - actual figure minus 03 06 0.1 0.0 0.01 02
S forecast
‘ft_f " % . .
8 (B !\) Contr1|but|on to overall forecast -0.10 0.09 0.03 001 | 0.01 012
weight | error

Sources: SO SR and NBS calculations.
1) Projections taken from NBS’s December 2016 Medium-Term Forecast (MTF-2016Q4).
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technical assumptions, petrol/diesel inflation is W E R A1 T 1 B oL i E e AR e LT [1aTe
expected to increase furtherin January 2017 and fuel (annua| percentage changes; Seasona"y

to peak in February, before slowing thereafter. adjusted)
Annual services inflation remained unchanged *] MTFQMGMUfO,ewst-O'ﬁ
in December, at 1.8%. The demand pressures sl

L
generated by the strong labour market are ex- ’,_.,_,m\[' "

pected to have a gradual upward impact on ser- p& /./
vices prices. The year-on-year rate of change in » "
industrial goods prices is projected to rebound,
particularly in the second half of the year when
these prices should reflect the slightly lagged
impact of increases in inflation imported from
both euro area and non-euro area countries.

2 4 L-0.4
2014 2015 2016 2017
Domestic dema nd_pu ” inﬂation iS not as vet B Month-on-month changes - seasonally adjusted (right-hand scale)
. ) K K y == Annualised monthly changes - seasonally adjusted

showing any signs of a significant trend shift. (three-month moving average)

. e e === Annualised monthly changes - seasonally adjusted
Going forward, however, it is expected to be e
pushed up by the effects Of |a bour market deve|- Year-on-year rate of change in net inflation excluding automotive fuel

opments and imported inflation.
Sources: SO SR and NBS calculations.
Having regard to the December figures, the av-
erage inflation rate for 2017 is still projected to
be higher than 1%. The headline rate for the first inflation outlook is uncertainty about the move-
quarter could exceed 0.8%. The main risk to the ment of regulated energy prices.

Chart 16 Demand-pull inflation (annual Chart 18 HICP core inflation broken down

percentage changes; seasonally adjusted) by price-change intervals
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Sources: SO SR and NBS calculations. Source: NBS calculations.

Note: Demand-pull inflation comprises non-administered prices
of services and non-administered prices of non-energy industrial
goods.
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Chart 19 Difference between the

MTF-2016Q4U and MTF-2016Q4
projections for annual HICP inflation
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Sources: SO SR and NBS calculations.
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5 INDICATIVE IMPACT ON THE FORECAST

Nowcast movements and all the most recent
monthly figures have been incorporated into the
update of NBS's December 2016 Medium-Term

Chart 21 Nowcast for GDP in Q1 2017

(quarter-on-quarter percentage changes)

Forecast (MTF-2016Q4U). 1.0
0.9
Chart 20 Nowcast for GDP in Q4 2016 08
*
(quarter-on-quarter percentage changes) 0.8+
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1.0 e
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] 094
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08 a5
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074 B Nowcast
: ¢~ MTF-2016Q4U forecast
064 Sources: SO SR and NBS calculations.
06
0.5 . : . :
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B Nowcast
= MTF-201604U forecast Chart 22 GDP nowcast (quarter-on-quarter

Sources: SO SR and NBS calculations.

percentage changes)®

0.74
0.6
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— GDP
== Nowcast
¢ MTF-2016Q4U forecast

Sources: SO SR and NBS calculations.

Note: The nowcast of GDP excludes qualitative impacts and one-off
effects (e.g. EU funds). If projections of a slight slowdown in Slovakia's
economic growth in late 2016 materialise, the seasonal adjustment
procedure should have a downward impact on the annual growth
rate for the first, second and third quarters, and an upward impact
on the rate for the fourth quarter. The end result should therefore be
that the growth rate for the fourth quarter is close to the nowcast.

CHAPTER 5

5 The band around the point esti-
mate denotes +/- 1 and 2 times the
root mean square error. Nowcasts
are calculated using OLS time
series models based on selected
sets of monthly indicators (forem-
ployment, a factor model is used).
Nowcasts provide a current esti-
mate of future developments using
available monthly figures from the
current quarter, their future values
forecast with ARIMA models, and
their lagged values. The individual
model projections are independ-
ent of each other and therefore
a forecasting error in a past quarter
cannot affect current projections.
Further details are available in
the commentaries on the GDP
nowcasts, private consumption
nowcasts, export nowcasts and
employment nowcasts.
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Chart 23 Employment nowcast Chart 25 Nowcast for goods and services
(quarter-on-quarter percentage changes)® exports (quarter-on-quarter percentage
changes)®
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Chart 24 Private consumption nowcast

(quarter-on-quarter percentage changes)®
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OVERVIEW OF MAIN MACROECONOMIC INDICATORS FOR SLOVAKIA

(annual percentage changes, unless otherwise indicated)

Gross | HICP | Industrial | Employ- |  Unem- | Industrial |  Total |  Economic | M3 (for | Loansto | Loansto State | General | General | Current | Balance | USD/EUR

domestic producer [ ment | ployment | produc- | salesof |  Sentiment | analyti-| non-fi- | house- | budget | govern-| govem- | account | oftrade | exchange

product prices ESA rate | tionindex | sec- Indicator | caluse)? | nancial | holds | balance ment ment | (%of (% of rate

2010 tors” [ (long-term corpora- (EURmil) | balance gross | GDP) GDP) | (average

average=100) tions (%of | debt (% forthe

GDP) | of GDP) period)

1 2 3 4 5 6 7 8 9 10 1 12 13 14 15 16 17

2009 54 09 -26 20 121 155 -164 773 -28 -33 110 27913 -7.8 363 34 04 13948
2010 50 07 2.7 -15 144 82 79 9.7 78 1.6 125  -4436.1 -15 412 -47 0.1 13257
2011 28 41 2.7 18 136 5.2 6.2 9838 29 76 1M1 32757 -43 437 -5.0 0.1 1.3920
2012 17 37 39 0.1 140 8.0 45 94.0 88 -23 103 -3,810.7 -43 522 09 34 1.2848
2013 15 15 0.1 0.8 142 39 18 904 6.4 1.7 102 -20233 A/ 547 18 41 13281
2014 26 01 =35 14 132 86 26 1004 25 1.2 131 29234 2./ 536 1.2 38 13285
2015 38 03 -4.2 20 115 70 74 99.7 15 6.8 130 -19326 2.7 525 02 27 11095
2016 . <05 . . . . . 101.6 . . . -980.3 . . . . 1.1069
2016Q1 34 05 -5.3 22 104 23 53 1026 10.1 31 128 - -2.2 518 0.5 34 11020
2016Q2 38 06 5.2 23 9.6 6.2 51 98.7 9.7 0.7 134 - -19 529 0.7 42 11292
2016Q3 30 07 -4.2 24 95 19 23 1024 93 38 129 > -0.7 527 =11 23 11166
2016 Q4 . 01 . . . . . 1026 . . . - . . . . 10789
2016 Jan. - -06 5.2 = 104 19 83 1025 13 44 129 86 = = - - 1.0860
2016 Feb. - 03 47 = 10.1 71 48 102.6 105 28 126 -842.7 = = - - 11093
2016 Mar. - 05 59 = 99 -1.8 2.7 102.8 101 31 128 -44.8 = = - - 1.1100
2016 Apr. - 04 -5.6 > 9.6 74 49 99.6 109 33 129 2328 > = ® - 11339
2016 May - 07 -5.6 - 95 9.2 45 98.0 108 15 133 -465.4 - - - - 1131
2016 June - 07 -4.5 - 95 24 59 98.6 9.7 07 134 375.1 - - - - 11229
2016 July - -09 -4.6 = 94 -14.1 -44 1039 89 46 137 1122 = = - - 1.1069
2016 Aug. - 08 -4.8 = 94 173 95 999 9.0 47 13.0 131 - = - - 11212
2016 Sep. - 05 -3.2 = 94 41 23 1034 93 38 129 -33.2 = = - - 11212
2016 Oct. - 03 -28 - 9.1 33 34 1028 8.7 47 129 2237 - - - - 11026
2016 Nov. - 02 -26 - 88 24 32 1013 8.1 30 130 -201.6 - - - - 10799
2016 Dec. - 02 . = 88 . . 1038 . . . -358.1 = = - - 1.0543

Sources: Statistical Office of the Slovak Republic, MF SR, the European Commission and NBS.
1) Constant prices (seasonally adjusted).
2) Currency in circulation in M3 refers to money held by the public (according to methodology in place prior to 2008).

More detailed time series for selected macroeconomic indicators
http://www.nbs.sk/_img/Documents/_MonthlyBulletin/2017/StatisticsMB0117.xls
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